MEMORANDUM /
To: File No. S7-06-04
From: Tara L. Royal
Date: March 25, 2004
Subject: Comments of Walt Savage on the Market Reg. Confirm Release

Attached are the comments of Walt Savage of the Savage Group on the rule
proposal entitled, “Confirmation Requirements and Point of Sale Disclosure
Requirements for Transactions in Certain Mutual Funds and Other Securities, and Other
Confirmation Requirement Amendments, and Amendments to the Registration Form for
Mutual Funds.”



Securities Exchange Commission
William H. Donaldson, Chairman
Attn: Patrick VonBargen, Managing Executive for Policy and Staff

December 3, 2003

The following have been informed of the Mutual Fund industry practice of double
charging on sales charges of Class A (front loaded) Mutual Fund shares:

Office of Economic Anélysis

Senior Attorney
Division of Investment Management

Staff Attorney
Office of Investor Education and Assistance

This issue has, over the years, cost millions of investors countless millions of
dollars, The double charging takes place when the load and ‘offering price’ of
these shares is calculated, or miscalculated in this case. In general, load ‘should
be calculated as a percentage of thé Net Asset Value. ‘Offering price’ is
generally the Net Asset Value plus the load. What we are seeing in the industry
is not this mathematically .correct and balanced path from Net Asset Value
through to Offering Price. Instead what we are seeing is, to quote from a current
Morgan Stanley prospectus, “The offering price of Class A shares includes a
sales charge expressed as a percentage of the_offering price on a single
transaction ....... " . Note that offering price already includes the miscalculated
load. They are using an already loaded figure to calculate an additional load.

What is happening is that the industry is using the wrong formula in their
calculations. For example, when an investor buys Class A shares, he goes to his
broker and says he wants to invest, say, $1000 in some fund. Some of that _
$1000 will be load, and the remainder will purchase shares. Assuming 10% load
and $100 share value....currently the fund will calculate the load using the entire
amount invested (by multiplying $1000 by .10). He will pay a $100 load and the
remaining $900 will buy him nine shares.

What SHOULD be happening is this. The fund should DIVIDE the $1000 by
1.10. This returns the amount available to purchase shares. They should then



calculate their load on this value. The amount actually available to purchase
shares should be $909.0909. The actual load should be $90.9091. This results
in the investor receiving .0909 MORE shares than under the current
miscalculation. This would not only resolve the .0908 share shortage to the
investor, but would also correct the overstated average share price which is seen
‘under the current system.

In 2a New York Times News-Service article run in the San Diego Union-Tribune
on November 19, 2003 Allan Greenspan was reported to have stated in a letter
to Senator Richard Shelby: “ any new disclosure requirements for the funds
“should be designed to provide investors W|th real value rather than serve mainly
{&increase costs and decrease. refurns”.

The issue | address would seem to be a perfect example of the type of ‘creative
interpretation’ based on rebuttable presumption to which Mr. Greenspan referred.
The Securities Exchange Commission has not specifically delineated how the
calculations of load are to be made. It would appear that, although we probably

- fdo.net need & change in the law, we most certainly need a clear edict on how
load is calculated....one that truly reflects the Commissions mission as a
waichdeg for. the investors.

‘? SR

T have attac:hed a comparative analysis reﬂectmg how this issue works on a
graphic level using an actual transaction. If you have any questions or wish to
discuss this at any level, please feel free to contact me.

F. Walter Savage

5060 Orcutt Avenue
San Diego, CA 92120
619-582-5850

Enclosures
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|~ Donaldson said that on Dec.

| .3, the commission would con* |

f"sa\er a ptoposal’ hy its’ staff to . 1

endd tetradmgby Sétting what |-

' a “hardA 0\]lock cut—f :

smnprobablywﬂl dopt”: -
sure\fequmng m.umal funds to -
_spell ottt their policiesion cer |-
tain kmdS\of -quick trading;or ||

_ 'market A, andstrong'co“_




Li B r.;uwmwm.v.ﬁ.,mat@, Im

e | [T Amed VoY
g VR R DAL
T i.wnw r.miwmho(

1.-

Pra

e
&
—J

}t

—

i

SN W W NS O
N

e b B

I ...,u e q.»ﬁﬁ mzmvl e

R a7 +

MR

(e d
b 3
i

&
£l
(.n,
%
\S
n)l

-

BSZO6ZTOID Xvd 0599769610 0Z1Z8 VI oBaigues enueny INQ 005

kMR Y [T iz.ﬂm, EAT R
P g QI AV et _ N g

B834-0¥8) SH é-EE
0/ ey Lo

" BBBABS JOYEM o

VAT AR, o . _ -
WA Liﬁ,il,-.,.-z:.
E 7 : /

F\ I . . N

8897 ‘so-610) MY

kwq_ v «ﬁwﬂ.ﬁlaw&.w. \u..‘v.w ﬂ Qtn.\\\k\.\gw\ w\\,W .mt\ w@ .wutum.m.mmLL )

7nn R






. ::: =~T p&*ﬂ.{/-fﬁﬁjﬁf /I{l} 5#§ fM:’?(ldﬂaé 7(‘;7 A{

-

ull

Y

o g O S [A X

\

T

] : K :

\a :::_. : " . X
< | D
M

¥

o

%

(=) Q
[ ™
)

a
A
i\
e

—t

e

'3 "f:? i s RS | R IR ERERREE =
1 e e —— " ot
| Losp Cver S TED  f: B4 BRI, "'.]hhji;l

v /N‘fé Cos 3 TRE M EiRite V]l hrea b

- ._.;‘...,' 52 H?‘“" _.‘,




> MS’

108y

'FAX 619

f 3 ré

¥
N

Chisf Execufive Offic
Fomery IRS 1949

-Wa’fter Sav,

§-582-5850
e

s

p7

a2 =

AVAGE

P

nie Ser Diego CA 52120 81

NS

=1

rcdt A

5060,9

'. .,

Vel
T "J-": ’f'
‘;’

&

= h—t"
~
a
j’fﬂ“" o) B hol o -

[a
Ay ¥

|
1
L
N
4

b~ fyo
r'l:
rahd

1%




JZ _‘,ﬁ}«aﬂx;’oﬁ Zé‘ A

At

”}f P;»C: —;{; s a.-m['d‘

'l|

jp—
AL o 3N f,f e »gm-’wi £

foin £
l’- &7 * &,-;!' A

"ﬁ ﬁ "‘-r'ﬁ?{; | QK “WJ’

’.‘,‘L&“ ]ﬁ!w-ﬂv fom

}.'
Jlarlee

S"

Wm-ﬁw ( e

iy iy,




Ly

it
(3

a0

@ American Funds™ / f

PO Box 25067

Santa Ana CA 92799-5067 .4.-*’
~ (JQ
° ] |€
Q
f Lfﬂr&%f-ﬁ-!@% \\Q,J%Q S
$ “(\tf\
O;rPuS/‘f ﬁ‘fﬂé&- c‘;& S

: I?g; /»04%' %{f

[ a

y

Best wishes for the New Year
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Year-End Statement

» Page 1of 2
January 1 - December 31, 2002 )
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For more account information

This statement shows all account activity for 2002, so please keep it for
yourtax records. Let aur website help make this tax season a little
easier. Go to the Tax Center at americanfunds.com for your tax-related

needs: seven years of account histosy, duplicate statements and tax forms,

average cost information, our interactive Tax Guide, and more.

"-m Call your financial adviser
"m Automated information and services
Website — americanfunds .com
American Fundsline ® ~ 800/325-3590
m Personal assistance — 8 a.m. - 8 p.m. Eastem time M-F
Shareholder Services — 800/421-0180

Summary e
Fund Account Type of Shares held sﬁare piice Account valt
number - number fund asof 1231 as -af 12/31 as of 122
Fundamental Investors-A 1w ‘mwﬂl & income 622 548 K_/B/ $13,839.%
Year—to~date dividends and capltzl gmns
Fund ~ Account Short-term Long-ten
number number Dividends capital gains capital gair.
Fundamental Investors-A 10 ' $297.40 $0.00 $0.¢
American Funds is required to provide the value of your IhA 1o the Internal
Revenue Service.
Transactlons
Fundamental Investors - Class A ) }\L S f
Fund number 10 \/ T, :
Account number 63142768 /e Lo
Dividends and capital gains reinvested
P . o, s Shares this
4 Fi. Y Trade date Description ¥~~4~  Dollar amount Share price transaction Share balanc
01/01/02 Beginning share balance . 542.08!
02/22/02 Income Dividend 0.10 $54.21 h\ ' $26.38 2.055 544.13
04/11/02 2001 Contribution Lo LS $2,000.004- #. $29.17 4 2908 168.564" #3158 612.69
=OSFTST———tEome DIAgend 010 v 154 ST 2 & | S2T.62% 2.218 N " 614.91
08/16/02 Income Dividend 0.10 ’ $61.49 Ky $23.31 2.638 - 617.55
12/13/02 Income Dividend 0.10 $61.76 B $22.14 2.790 620.34
12/13/02 Special Dividend 0.095 $58.67 * $22.14 2.650 622.99
12/20/02 2003 Annual Fee ~$10.00 8 . $22.38 -0.447 F’d 622.54
12/31/02 Ending share balance . , : 622.54{
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« — Confirmation of Transactions
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Rule 10b-10 — Confirmation of Transactions

Preliminary Note.

This section requires broker-dealers to disclose specified mformation in writing to customers at or before
completion of a transaction. The requirements under this section that particular information be disclosed is not
determinative of a broker-dealer's obligation under the general antifraud provisions of the federal bc:(.untleb laws
to disclose additional information to a customer at the time of the customer’s investment decision.

a. Disclosure requirement. It shall be unlawful for any broker or dealer to effect for or with an account of a
customer any transaction in, or to induce the purchase or sale by such customer of, any security (other than
U.S. Savings Bonds or municipal securities) unless such broker or dealer, at or before completion of such
transaction, gives or sends to such customer written notification disclosing:

1. The date and time of the transaction (or the fact that the time of the transaction will be furnished

upon written request to such customer) and the identity, price, and number of shares or units (or
principal amount) of such security purchased or sold by such customer; and

2. Whether the broker or dealer is acting as agent for such customer, as agent for some other person, as

agent for both such customer and some other person, or as principal for its own account; and if the
broker or dealer is acting as principal, whether it is a market maker in the security (other than by

11/10/2003 7:03 F



nfirmation of Transactions

1. Customer shall not include a broker or dealer; -
2. Completion of the transaction shall have the meaning provided in Rule 15¢1-1 under the Act;
3. Time of the transaction means the time of execution, to the extent feasible, of the customer's order;

4. Debt security as used in paragraphs (a)(3), (4), and (5) only, means any security, such as a bond,
debenture, note, or any other simjlar instrument which evidences a liability of the issuer (including
any such security that is convertible into stock or a similar security) and fractional or participation

interests in one or more of any of the_fO{eglffgg Prowﬁed however, That securities 1ssued by an

investment company registeged umn Vestment-®0mpany Act of 1940 shall not be included in
this definition; -

A l'.)r

5. Periodic plan means any written authorization for a broker acting as agent to purchase or sell for a
customer a specific security or securities (other than securities issued by an open end investment
company of unit investment trust registered under the Investment Company Act of 1940), in specific
amounts (calculated in security units or dollars), at specific time ixtervals and setting forth the
commissions or charges to be paid by the customer in connection therewith (or the manner of
calculating them); and

/7 }zvemnem company plan means any plan under which securities issued by an open-end ivestment
l “Company or unit investment trust registered under the Investment Company Act of 1940 are
_purchased by a customer (the payments being made directly to, or made payable to, the registered
_investment company, or the principal underveriter, custodian, trustee, or other designated agent of
the registered mvestment company), or sold by a customer pursuant to:

i An individual retirement or individual pension plan qualified under the Internal Revenue
- Code;

1. A contractual or systematié agreement under which the customer purchases at the applicable
public offering ane orre s at the dEgch,ajgle redemptxon price, such securities in .

specified amounts (cgige at specified time intervals and
setting forth the commissions or charges to be paid by such customer in connection therewith
(or the manner of calculating them; or

iii. Any other arrangement involving a group of two or more customers and contemplating
periodic purchases of such securities by each customer throngh a person designated by the

group: Provided, That such arrangement requires the registered investment company or its
agent-

A. To give or send to the designated person, at or before the completion of the transaction
for the purchase of such securities, a written nofification of the receipt of the total
amournt paid by the group;

B. To send to anyone in the grotip who was a customer in the prior quarter and on whose
behalf payment has not been received in the current quarter a quarterly written
\k statement reflecting that a payment was not received on his behalf, and

. To advise each customer in the group if a payment is not received from the designated
- person on behalf of the group within 10 days of a date certain specified in the
arrangement for delivery & that pﬂ'ment by the designated person and thereafter to
send to each such customét the written notification described in paragraph (a) of this
L7

/gﬁ </ 11/10/2003 7:03 B
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section for the next three succeeding payments.
7. Reported security shall have the meaning provided in Rule'11Aa3-1 under the Act.

8. Effective transaction repbrting plan shall have the meaning provided in Rule 11Aa3-1 under the
Act. )

9. Puyment for order flow shall mean any monetary payment, service, property, or r other benefit that
results in remuneration, compensation, or consideration to a broker or dealer from any broker or
dealer, national securities exchange, registered securities association, or exchange member inreturn =~ -~
for the routing of customer orders by such broker or dealer to any broker or dealer, national
securities exchange, registered securities association, or exchange member for execution, including
but not limited to: research, clearance, custody, products or services; reciprocal agreements for the
provision of order flow; adjustment of a broker or dealer's unfavorable trading errors; offers to
participate as underwriter in public offerings; stock loans or shared interest accrued thereomn;
discounts, rebates, or any other reductions of or credits against any fee to, or expense or other
financial obligation of, the broker or dealer routing a customer order that exceeds that fee, expense
or financial obligation.

10. Asset-backed security means a security that is primarily serviced by the cashflows of a discrete pool
of receivables or other financial assets, either fixed or revolving, that by their terms convert into cash
within a finite time period plus any rights or other assets designed to assure the servicing or timely
distribution of proceeds to the security holders.

e. Security fitures products. The provisions of paragraphs (a) and (b) of this section shall not apply to 2
broker or dealer registered pursuant to section 15(b)11)A) of the Actto the extent that it effects
transactions for customers in security futures products in a futures account (as that term is defined in Rule
15¢3-3(a)15)) and a broker or dealer registered pursuant to section 15(b)(1) of the Act that 1s also a
futures commission merchant registered pursuant to section 4f{a)(1) of the Commodity Exchange Act (7
U.S.C. 6f{a)(1)), to the exient that it effects transactions for customers in secunty futures pI'OduCtb ina
tutures account (as that term is defined in Rule 15¢3-3(a)(15)). Provided that:

1. The broker or dealer that effects any transaction for a customer in security firtures products in a
firtures account gives or sends to the customer no later than the next business day after execution of
any futures securities product transaction, written notification disclosmg:

1. The date the trapsaction was executed, the identity of the single security or narrow-based
securtty index underlying the contract for the security futures product, the number of contracts
of such security futures product purchased or sold, the price, and the delivery month;

it. The source and amount of any remuneration recerved or to be received by the broker or dealer
in connection with the transaction, including, but not limited to, markups, commissions, costs,
fees. and other charges incurred in connection with the transaction, provided, however, that if
no remuneration is to be paid for an mitiating transaction until the occurrence of the
corresponding liquidating transaction, thatthe broker or dealer may disclose the amount of
remuneration only on the confirmation for the liquidating transaction;

1ii. The fact that information about the time of the execution of the transaction, the identity of the
other party to the contract, and whether the broker or dealer 1s acting as agent for such
' customer, as agent for some other person, as agent for both such customer and some other
person, or as principal for its own account, and if the broker or dealer is acting as principal,
whether it is engaging in a block transaction or an exchange of security futures products for

11/10/2003 7:03 P
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_ontirmation of Transactions

physical securities, will be available upen written request of the customer; and

iv. Whether payment for order flow is received by the broker or dealer for such transactions, the
amount of this payment and the fact that the source and nature of the compensation received
in connection with the particular transaction will be furnished upon written request of the
customer; provided, however, that brokers or dealers that do not receive payment for order
flow have no disclosure obligation under this paragraph.

2. Transitional provision.

i. Broker-dealers are not required to comply with paragraph (e)(1)(iii) of this section until June
1, 2003, Provided that, if, not withstanding the absence of the disclosure required in that
paragraph, the broker-dealer receives a written request from a customer for the mformation

~ described in paragraph (e}(1)(iif) of this section, the broker-dealer must make the information
available to the customer, and

ii. Broker-dealers are not required to comply with paragraph (&)(1)(iv) of this section until June
1, 2003.

f. The Commission may exempt any broker or dealer from the requirements of paragraphs (a) and (b) of this
section with regard to specific transactions of specific classes of transactions for which the broker or dealer
will provide alternative procedures to effect the purposes of this section; any such exemption may be
granted subject to compliance with such alternative procedures and upon such other stated terms and
conditions as the Commission may impose.

Regulatory History

43 FR 47503, Oct. 16, 1978, as amended at 48 FR 17585, Apr. 25, 1983; 50 FR 37654, Sept. 17, 1985; 53 FR
40721, Oct. 18, 1988; 59 FR 55012, Nov. 2, 1994; 59 FR 59620, Nov. 17, 1994, as corrected at 59 FR 60555,
Nov. 25, 1994; 60 FR 14366, Mar. 17, 1995; 67 FR 58302, 58312, Sept. 13, 2002.
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e B : OMB APPROVAL
. e f ?’ i ) ' OMB Number: 3235-0307
w}“’ . Expiress . November 30, 2005
TUNITED STATES -

Estirmated average burden

SECURITIES AND EXCHANGE COMMISSION hours perresponee .. 207.75
M ¢ Washington, D.C. 20549

g0 FORM N-1A
REGISTRATION STAT {TNDER THE SECURITIES ACT OF 1933 T %/ % ' a
Pre-Effective Amendment No. . 3 0

ive Amendment No. " . / v » 4
‘Post-Effective Amendment No, SR T If/fﬁ///v\ ? ? % f;%? ?:@éfr[)

REGISTR ATION STATENENT 17
Amendment No.

{Exact Name of Registrant as Specified in Charter)

(Address of Principal Executive Offices) (Zip Code)

Registrant’s Telephone Number, including Area Code

{(Name and Address of Agent for Service)
Approximate Date of Proposed Public Otffering

It is proposed that this filing will become effective (check appropriate box)
J immediately upon filing pursuant to paragraph (b)
[ on (date) pursuant to paragraph (b)
0 60 days after filing pursuant to paragraph (a)(1)
Tl on (date) pursuant to paragraph (a)(1)
0 75 days after filing pursuant to paragraph (a)(2)
(1 on (date) pursuant to paragraph (a)(2) of rule 485.
If appropriate, check the following box: _
O this post-effective amendment designates a new effective date for a previously filed post-effective amendment.

Omit from the facing sheet reference to the other Act if the Regibtration Statement or amendment is filed under only one of the Acts.

. Include the “Approximate Date of Proposed Public Offering” and “Title of Securities Being Registered” only where securities are being
registered under the Securities Act of 1933. :

Form N-1A is to be used by open-end management investment companies, except insurance company separate accounts and small
business investment companies licensed under the United States Small Business Administration, to register under the Investment Com pany
Act of 1940 and to offer their shares under the Securities Act of 1933. The Commission has designed Form N-1A to provide investors with
information that will assist them in making a decision about investing in an investment company eligible to use the Form. The Commission
also may use the information provided on F?rm N-1A in its regulatory, disclosure review, inspection, and policy making roles.

Pefsans who are to respond to the collection of information contained in this form

SEC 2052 (3-03) g;snlzuelrrequired to respond uniess lhe form displays a currently valid OMB control
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(i) Provide the retums required by paragraphs 2(c W2 13)(B) and (C) of this Ttem for only one of those Classes. The

Fund may select the Class for Wj‘l}Ch 1t provides. thc rctums required by paragraphs 2(cX2)111)(B) and (C) of this
Item, provided that the FuncL ¢ .

_j;

(A) Selects a Class thz{f has been offered for use as mvcstment option for accounts other than those descnbed
in General ]nstxuctlon C.3.(d(m)A);

gf

(D) If the Fund provides the returns required by
different from the Class selected for the )

the reasons for the sclcctio;i-of a differ'ent Class; \\

_(‘e)(/.‘)(m)(A) (B). and (C) of this Item for the Clasg‘dc:.cn'bcd m paragraph

agmphs 2(e)(2)H)B) and (C) of this Item for a Class that is
t immediately preceding period, cS(plam m a footnote to the table

(iii) The retumns required by paragrap

(c)(n) of this mstruction sho! & adwcen‘t\ and should not be interspersed with the rctumk of other Classes; and
A
@iv) All«rcmms shown shoufd be identified by CJa}g\ e ,

() Ifa IvIuIt.lplc Clags'Fund offers a Class in the prospectus

t converts mto anot}:(pClas:. after a stated ;c\nod, compute
average a1 total returmns in the table by using the re

s of the other Cl}g or the period after convers“wn

A

7 o
Inv estme>tAdwser If the Fund has not had the same m ent’adviser dunng the last 10 calendar y ears, the

4. Changea
Fupd'may begn the bar\chart and the performance mformation in th table on the date that the current adviser began to
ovide advisory SCI\'IC&“T‘O\'.' the Fund subject to the conditions in Insttustion 11 of Item 5(b).

ot .
o "

\
Ttenr-3:. Risk/Return Summary: Fee Table \
Inchude the following information, m plain En&h\updcr rule 421(d) under the Securities Act, after Item 2:
~\' .-
Fees and expenses of the Fund

This table describes the fees and expenses that you may pay if you buy and hold shares of the Fund.

Shareholder Fees (fees paid directly from your investment)

Maxi mum Sales Charge (Load) Imposed on Purchases (as a percentage

of offering ptrice) %
Maximum Deferred Sales Charge (Load) (as a percentage of ) %
Maximum Sales Charge (Load) Imposed on Reinvested Dividends

“"[and other Distributions] (as a percentage of ) %
Redemption Fee (as a percentage of amount redeemed, if applicable) %
Exchange Fee %
Maximum Account Fee %

Annual Fund Operating Expenses {expenses that are deducted from Fund assets)

Management Fees %
Distribution [and/or Service] {(12b-1) Fees %
Other Expenses %
%
%
%
Total Annual Fund Operating Expenses %

13
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Example

This Example is intended to help you compare the cost of investing in the Fund with the cost of investing in
other mutual funds.

The Example assumes that you invest $10,000 in the Fund for the time periods indicated and then redeem ail of
your shares at the end of those periods. The Example aiso assumes that your investment has a 5% retum each
year and that the Fund’s operating expenses remain the same. Although your actual costs may be higher or

. lower, based on these assumptions your costs would be:

1year 3 years Syears 10years
$ $ $ $

You would pay the following expenses if you did not redeem your shares:

1 year 3 years 5 years 10 years
$ $ . $ $

The Example does not reflect sales charges (loads) on reinvested dividends [and other distributions]. i
; these sales charg?s {loads) were included, your costs would be hlgher. vf

Jln.slnu.hom? ?M £ } 7 AW /(4{,0! il ;LM’?OW

1. General.

(a) Round all dollar figures to the nearest dollar and all percentages to the nearest hundredth of one percent.

(b) Include the narrative explanations in the order indicated. AFund may modify the narrative explanations if the explanation
contains comparable mformation to that shown. -

(c) Include the caption “Maximum Account Fees” only if the Fund charges these fees. AFund may omit other captions if
the Fund does not charge the fees or expenses covered by the captions.

(d) (@) IftheFundisaFeeder Fund, retlect the aggregate expenses of the Feeder Fund and the Master Fund in a single fee

table using the captions provided. In a footnote to the fee table, state that the table and Example reflect the
expenses of both the Feeder and Master Funds.

(11) If the prospectus offers more than one Class of a Multiple Class Fund or more than one Feeder Fund that invests
in the same Master Fund, provide a separate response for each Class or Feeder Fund.

2. Shareholder Fees.

(a) (1) “Maximum Deferred Sales Charge (Load)” includes the maximum total deferred sales charge (load) payable upon
redemption. 1 nstallments. or both. expressed as a percentage of the ammount or amounts stated in respanse to
Item 8(a), except that, for a sales charge (load) based on net asset value at the time of purchase, show the sales
charge (load) as a percentage of the offéering price at the time of purchase. AFund may include ina footnote to the
table, 1f applicable. a tabular presentation showing the amount of deferred sales charges (loads) over time ora
narrative explanation of the sales charges (Joads) (e.g., __% in the first year after purchase, decliningto _ % in
the __year and eliminated thereafter),

(it) I more than one type of sales charpe (Joad) is imposed {e.g., a deferred sales charge (Joad) and a front-end sales
charge (load)). the first caption in the table should read “Maximum Sales Charge (Load)” and show the maximum

comulative percentage. Show the percentage amounts and the terms of each sales charge (load) comprising that
figure on separate lines below.

(ii1) If a sales charge (load) is imposed on shares purchased with reinvested capital gains distributions or returns of
capital. include the bracketed words in the third caption.

(b) “Redemption Fee” includes a fee charged for any redemption of the Fund's shares, but does not include a deferred sales
charge (load) moposed upon redemption

14
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“Exchange Fee” includes the maximum fee charged for any exchange or transfer of interest from the Fund to another
fund. The Fund mav include in a footnote to the table. if applicable. a tabular presentation of the ranse of exchange
fees or a narrative explanation of the fees.

“Maximum Account Fees.” Disclose account fees that may be charged to a typical mvestor in the Fund; fees that apply
to only a limited number of shareholders based on their particular circumstances need not be disclosed. Include a
caption describing the maximum account fee (e.g, “Maximum Account Maintenance Fee” or “Maximum Cash
Management Fee™). State the maximum annual account fee as either a fixed dollar amount or a percentage of assets.
Include in a parenthetical to the caption the basis on which any percentage is calculated. Ifan account fee is charged
only to accounts that do not meet a certain threshold (. 2., accounts under $3,000), the Fund may include the threshold
in a parenthetical to the caption or footnote to the table. The Fund may include an explanation of any non-recurring
account fee in a parenthetical to the caption or in a footnote to the table.

Annual Fund Operating Fxpenses.

(a)

®)

(@

)

“Management Fees” include investment advisory fees (including any fees based on the Fund's performance}, any other
management fees payable to the mvestment adviser or its affiliates, and admnistrative fees payable to the investment
adviser or its affiliates that are not included as “Other Expenses.”

“Distribution [and/or Service]{12b-1) Fees” include all distribution or other expenses incurred during the most recent
fiscal year under a plan adopted pursuant to rule 12b-1 [17 CFR 270.12b-1]. Under an appropriate caption or a
subcaption of “Other Expenses,” disclose the amount of any distribution or similar expenses deducted from the Fund’s
assets other than pursuant to a rule 12b-1 plan.

(i) “Other Expenses™ include all expenses not otherwise disclosed in the table that are deducted from the Fund’s
assets or charged to all shareholder accounts. The amount of expenses deducted from the Fund’s assets are the
amounts shown as expenses in the Fund’s statement of operations (including increases resulting from complying
with paragraph 2(g) of rule 6-07 of Regulation S-X [17 CFR 210.6-07}).

(1) “Other Expenses™ do not include extraordinary expenses as determined under generally accepted accounting
prnciples (see Accounting Principles Board Opinion No. 30). If extraordinary expenses were mcurred that materially
affected the Fund’s “Other Expenses,” disclose ina footnote to the table what “Other Expenses” would have been
had the extraordinary expenses been included. ' ‘

(i11) The Fund may subdivide this caption into no more than three subcaptions that identify the largest expense or
expenses comprismg “Other Expenses,” but must include a total of all “Other Expenses.” Alternatively, the Fund
may include the components of “Other Expenses” in a parenthetical to the caption.

(1) Base the percentages of “Annual Fund Operating Expenses™ on amounts incurred during the Fund's most recent
fiscal year, but include in expenses amounts that would have been incurred absent expense reimbursement or fee
watver ammangements. If the Fund has changed its fiscal year and, as aresult, the most recent fiscal yearis less than
three months, use the fiscal year prior to the most recent fiscal year as the basis for determining “Annual Fund
Operating Expenses.” '

(1) Ifthere have beenany changesn “Annual Fund Operating Expenses™ that would materially affect the information
- disclosed in the table:

(A) Restate the expense mformation using the current fees as if they had been in effect during the previous fiscal
vear: and

(B) Ina footnote ta the table, disclose that the expense information in the table has been restated to reflect current
fees.

(i) A change in*“Arnual Fund Operating Expenses™ means either an increase or 2 decreast in expenses that occurred
during the most recent fiscal vear or that is expected to occur during the current fiscal year. A change in “Annual
Fund Operating Expenses™ does not include a decrease in operating expenses as a percentage of assets due to
economies of scale or breakpoints in a fee arrangement resulting, from an increase in the Fund’s assets.



(e) The Fund may reflect actual operating expenses that inchide expense reimbursement or fee waiver arrangements in a
footnote to the table. Ifthe Fund nrovides this disclosure. also disclose the period far which the expense reimbursement
or fee waiver arrangement is expected to continue, or whether it can be terminated at any time at the option of the Fund.

4. Example.

(a) Assume that the percentage amotmts listed under “ Annual Fund Operating Expenses” remain the same in each year of
the 1-, 3-, 5-, and 10-vear periods. except that an adjustment mayv be made to reflect reduced annual expenses resulting
from completion of the amartization of initial organization expenses.

(b) For any breakpoint in any fee, assume that the amount of the Fund’s assets remains constant as of the level at the end of
the most recently completed fiscal year.

(c) Assume reinvestment of all dividends and distributions.

(d) Reflect recurring and non-recurring fees charged to all investors other than any exchange fees or any sales charges
(loads) on shares purchased with reinvested dividends or other distributions. If sales charpes (loads) are imposed on
reinvested dividends or other distributions, mcinde the namative explanation foﬂowmg the Example and include the
bracketed words when sales charzes (loads) are charged on reinvested capital gains distributions or retums of capital.
Reflect any sharcholder account fees collected by more than one Fund by dividing the total am ount of the fees collected -
during the most recent fiscal year for all Funds whose shareholders are subject to the fees by the total average net assets
of the Funds. Add the resulting percentage to “Annual Fund Operating Expenses™ and assume that it remains the same
m each of the 1-_3-, 5-, and 10-yearperiods. AFund that charges account fees based on a minimum account requirement

exceeding $10,000 may adjust its account fees based on the amount of the fee n relation to the Fund's minimum
account requirement.

(¢) Reflect any deferred sales charge (load) by assuming redemption of the entire account at the end of the vear in which
the sales charge (load) is due. In the case of a deferred sales charge (load) that is based on the Fund’s net asset vatue

at the time of payment, assume that the net asset value at the end of each year includes the 5% anmual return for that and
each preceding vear.

(f) Include the second 1-, 3-, 5-, and 10-year periods and related narrative explanation only if a sales charge (load) or other
fee is charged upon redemption.

5. New Funds. For purposes of this Item, a “New Fund™ is a Fund that dees not include in Form N-1A financial statements
reporting operating results or that includes financial statements for the Fund's mitial fiscal year reporting operating results
for a period of 6 months or less. The followmg Instructions apply to New Funds.

(a) Base the percentages expressed in “ Annual Fund Operating Expenses™ on payments that will be made, but include in
expenses, amounts that will be incurred without reduction for expense reimbursement or fee waiver arrangements,

estimating amounts of “Other Expenses.” Disclose in a footnote to the table that “Other Expenses™ are based on
estimated amounts for the current fiscal year.

(b) The New Fund may reflect expense reimbursement or fee waiver arrangements that are expected to reduce any Fund
operating expense or the estimate of “Other Expenses” (regardless of whether the arrangement has been guaranteed) m
a footnote to the table. If the New Fund provides this disclosure, also disclose the period for which the expense

reimbursement or fee waiver arranzement is expected to continue. or whether it can be terminated at anv time at the
option of the Fund

(c) Complete only the 1- and 3-year period portions of the Example and estimate any shareholder account fees collected.

(@) Lmextprenat OQbgectives State the Fundis.iavestment objectives andfapplicable, state that those objectives may be changed
.__..—_w-yﬂlout-shamheldcr.approval

-—(b) Imp]ementatzonpflzwesbnentﬂbﬁcﬁve&lhcscdb&h&w-ﬂm&hdin@d&t&achieve its Investment objectives. In the discussion:

--(1) Describe the Fund’sprincipal mvestmentstmtcgms smcluding the-pasticular type or types of securities in which the Fund
—eprincipatsinvestsorw i nvest
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(C) Any capital gains distributed by the Fund may be tzxable.
L 3

(3) If the Fund does not expect‘to qualify as a regulated inv estm\qm company under Subchapter M of the Internal Revenue Code

. expiain the tax consequences. Ifthc Fund expects to pay an excise tax ander the Intemal Rcvmu:: Code
[I_R,(, 4982] with 'pcct to its distnbutions, cxpm the tax donsequences. T ,éf'

& « P

ownﬁ'm_t. AFund may ﬁ from the prospectus mform ahon about purchase anffgzﬁem phion procedures
a;de it in a separate docmnen\i,fﬁ,ﬂle Fund:

S
tes¥he separate purchase g{d redemption document into hg;ﬁros}égt\us by rcfcrenjafd fles the docum ent with

! . y -
\ (2) Ingludesa legend ot the fron_, over page oﬁhc separate domxlgn"fét explaining that thésriformation disclosed is part of, and
~ o F .
. /

€ includcs a stalement ond 6. outside back cover page Of the prospectus that the purd’mse and sd mfonnatwn wsprovided in
a :.E:paratc document hat 1s mcuzporatcd by reference g s\t{c prospectus;, and ff’

(4) Dt:h\r e sepaghte purchase andwcdcxnphon dogument with ‘thcerospcctus

istructicnn. When deliv ering muitiple prospectusaz a%éf which incorporate théshme separate purchase mt}_sale document by
eference. a Fund mgy deliver a single separate docytient.

Item 8. Distribution Arrangements

{a) Sales Loads.

(1) Describe any sales loads, meluding deferred sales loads, applied to purchases of the Fund’s shares. Include in a table any

front-end sales load (and each breakpoint in the sales load, if anv) as a percentage of both the offering price and thc net
amount mvested.

Instructions.

1. If the Fund's shares are sold subject to a front-end sales load, explain that the term “offering price” includes the front-
end sales load.

!J

Disclose, if applicable, that sales loads are imposed on shares, or amounts representing shares, that are purchased with
reinvested dividends or other distributions.

3. Discuss, if applicable, how deferred sales loads are imposed and calculated, including:

(a) Whether the specified percentage of the sales load 1s based on the offering price, or the lesserof the offering price
or net asset value at the time the sales load is paid.

(b) The amount of the sales load as a percentage of both the offering price and the net amount mvested.

(¢) A description of how the sales load is calculated (e.g., in the case of a partial redemption, whether or not the sales
load 15 calculated as if shares or amounts representing shares not subject to a sales load are redeemed first, and
other shares or amounts representing shares are thenredecmed in the order purchased).

(d) Ifapplicable, the method of paying an installment sales load (e.g., by withholding of dividend payments, nvoluntary
redemptions, or separate billing of a shareholder’s account).

(2) Unless disclosed inresponse to paragraph (a)(1), in the SAL orin a separate disclosure document under Item 7(f), describe
any other arrangements that result in breakpoints i, or elimination of, sales loads (e.g., letters of intent, accumulation
plans, dividend reinvestment plans, withdrawal plans, exchange privileges, employee benefit plans, and redemption
remvestment plans). Identify each class of individuals or transactions to which the armangements apply and state each
different breakpoint as a percentage of both the offering price and the amount mvested.
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(e)

ey —T7)

Rule 12b-1 Fees. If the Fund has adopted a plan under nule 12b-1, state the amount of the distribution fee payable under the
plan and provide disclosure to the following effect:

(1) The Fund has adopted a plan under rule 12b-1 that allows the Fund to pay distribution fees for the sale and distribution of

its shares: and @

S oo
N
(2) Because these fees are paid out of the Fund’s assets on an on-going basis, over time these fees will increase the cast of your
investment and may cost you more than paying other types of sales charges. > = z o=

Instructions. If the Fund pays sarvice fees under its rule 12b-1 plan, modify this dlel,'Eb @i?reﬂgtt the payment of these fees
(e.2., by mdicating that the Fund pays distribution and other fees for the sale of its shares or g%lsés provided to sharcholders).

For purposes of this paragraph, service fees have the same meaning given that term un % =) (%) of the NASD Conduct
Rules [NASD Manual (CCH) 4622]. ;mEQmm
Multiple Class and Master-Feeder Funds. = 5 ';Zu cz g
. = x5 B
(1) Describe the main features of the structure of the Multiple Class Fund or I\/iastcr%'éciéx?\%%
‘ cosSgH
tr
(2) If more than one Class of a Multiple Class Fund is offered in the prospectus, prov1§; glriﬁygxgmon required by paragraphs
(a) and (b) for each of those Classes. Oqarg BU
, _ . S0ZZz%0
(3) IfaMultiple Class Fund offers in the prospectus shares that provide for mandato: g futomatic conversions or exchanges
frem one Class to another Class, provide the information required by paragraphs (aydnd &) ﬁgboth the shares offered and
the Class into which the shares may be converted or exchanged. Z
>
0O

(4) If£g Feeder Fund has the ability to change the Master Fund in which it invests, describe bric@y the circumstances under
\»E!Jﬁch the Feeder Fund can do so.

N
Instngaon A Feeder Fund that does not have the authority to change its Master Fund need not dlsclose the possibility and
conm:quenccb of its no longer investing in the Master Fund.
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(b) Rule 12b-1 Fees. If the Fund has adopted a plan under rale 12b-1, state the amount of the distribution fee payable under the

plan and provide disclosure to the following effect:

(1) The Fund has adopted a plan under rale 12b-1 that allows the Fund to pay distribution fiees for the sale and distribution of
its shares: and

(2) Because these fees are paid out of the Fund’s assets on an on-going basis, over time these fees will increase the cost of your
investment and may cost vou more than paying other types of sales charges.

Instructions. If the Fund pays service fees under its rule 12b-1 plan, modify this disclosure to reflect the payment of these fees

(e.g., by ndicating that the Fund pays distribution and other fees for the sale of its shares and for services provided to shareholders).

For purposes of this paragraph. service fees have the same meaning given that term under rule 2830(b)(9) of the NASD Conduct
Rules [INASD Manual (CCH) 46?.2]

(¢) Multiple Class andMaster-Feeder Funds.

(1) Describe the main features of the structure of the Multiple Class Fund or Master-Feeder Fund.

(2) If morethan one Class of a Multiple Class Fund is offered m the prospectus, provide the information required by paragraphs
(a) and (b) for each of those Classes.

(3) If a Multiple Class Fund offers in the prospectus shares that provide for mandatory or automatic conversions or exchanges
from one Class to another Class, provide the information required by paragraphs (a) and (b) for both the shares offered and
the Class into which the shares may be converted or exchanged.

(4) If a Feeder Fund has the ability to change the Master Fund in which it invests, describe briefly the circumstances under
which the Feeder Fund can do so.

Instruction. A Feeder Fund-that does not have the authority to change its Master Fund need not chsclose the possibility and
consequences of its no longer investing in the Master Fund.
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erker,,TC Dec 43,473, 87 TC9 0
Coleman, TC, Déc’ 43 193 ‘87T 178
Drobny,, TC Dec. 43, 140 BETC 1326 .. iz
Tolwinsky, Nathan, IC,Dec. 43] 075, 86 TC 1009 2y
Waddell,, TC, Dec.-43 023 86 TC 84 8

Alexanaer TC' Dec. 21 395 25 TC 600 ¢i i

vaaklin Est: Chartés T. n-n-.rgxoa 378- u oo7 oza
11,007.23§, 29,625.02 raki
CA:9—i(atfg TC), 76-2 usrc 1[9773-544 FZ’d‘1045
Calgman, CA-7, 94-1 usTc 750,090,16 F3d 821
Noguchi, CA-9,'03-1 ust¢ § 50,250,.092 F2d 226 ©
Hﬂ‘;?rand CA-9, 82-2 ysTc 150, 350, 967-F2d'350°7

Goylding] CA-7; $2-1'uste §50, 174 057 F2d- 1420
LuKens, CA-5,: 9112 usTe 150, 517 945 F2d 92.%
2 Rithie,TC, ‘Dec: 50, 167( ). 3
Memo.11995:59 ;£&: LI vz
Arrowhead Mountain. Gataway, Ltd.;»TC, Dec:
50,461(M), 69 TCM 1805, TC Memo. 1995:54
Kingstowne L.P_;TC, Dec: 50 307(M
1497,.71C Momo. 1994~6 30 .
Bertoli, TC, Dec. 50,198, 103 TC s01

Hagler,, TC, Dec. 42,570, 86 TC 598 *=
Jackson,-TC; Dec’ 42.958 ‘86 TC 492 5
Ford, TC Dec. 42 928(M) 51 TCM G
13986-104
Coleman, TC, Dec 42,451, 85, TC 622
Wolford, CLDec., .4
985-500, ¢

Sanderson; TC; Dec. §2,/376(M),'50 TCM 10’ 3‘TC’
Memo. 1985-477 =3

Fox Park Corp., TC, Dec4; 347(M) 50 TCM 917
J
J‘

TC Memo., 198545 + 7
Slegel TC, Dec... 42 335(M), 50 TCM 880
1985744 -

Falsétti) T 4 ‘85 TC 332! 2

Howe, TC, De¢.42 294(M). 50 TCM 689 TC Memo
1985-408 RHE

Moore, TG Dec: 42,252,585 TCJ2A‘ '-H‘ P=- AT

':‘ w
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Franklin Est., Charles T=~continued =} 22259 ciis Franklin Federal
“Deegan, TC,; Dec. A2,073(M),-29 TCM 1421 'TC continved " a
“Memo. 1985-219 zords R Baston & Berlm Tran rtahon Co., Inc. DC
Polakot, TCiDec. 42 ,046(M); 49 TCM ‘ “60-2 ustc 1978218 Supp 304 - A
Memo. 1585-197 > CIe and Ca., | DC-Mass -1 usTc 19185,°15 :
Thomas Est, TC;Dec; 41,943, 84 TC& T \ipp 859 WIS Qi
Gilmartin, TC, Dec. 41,143(My, 47 ICM 1532 TC F Washmgto_g Cnnstruchon Co.
Memo. 1984-194 nTegniie m 3 64-1 UsTC 19 pe
Rlces'foyota w:)rid ‘e, XC; Dec.4o.uo BYLTFC Davis & Warshow, y In c.. SC
184 CEL,08 ¥ o¥oi - =32 .64-50-2% i

it

iOdend’hal,TC, ‘Dec35 ,992 .80 TC 588
Haouchins, TC, Dec. 39,387, 79 TC 570 ."22A -
Hart Sl:haffner &-Marx.» C oec..as 126(M), 44 -
£23TCM 184, TC Mema. 1982-34 .
Wildman, Max E.,'TC, Dec. 33" 093 787TC 94337 <
Siegel, Charles H. .-TC- ‘Dec.:38 962 73 TC 659, *rn 3

NYS2d 818

Brannen, TC, Dec. 38,804, 78 TC 4 & Frankiin, "'\“ 16,753,256

vemzdrs.-mxay Realty, Inc, C; Dec. 38,472, 77 ¢ “20'253’5'5 40!52? a5 e
1221 € e RPN e 2 ‘& BTA—Dec: 9463 34 BTA 927

Derr, TC, Dec, 38,298, 77 T 708 Corbote, verpoiez3s B

. Corbe: YC, Dec. 2659 2,41 TC 96
Major Realty Corp..f_‘tc ‘Dec. 38 OSG(M). a2 TCM - Epslu:;t.:Tc ~Dec’23, 3/ M),-ls rcu 455 T
373, TC Memo: 1981-3613% 5 ~ac ! Memo. 1955-103 o
Hager, Edward B,/ TC, Dec. 57, :505,7 Switzer, TCDéc. 197787 ATC 759 4 rsi
g’:gir':}'ﬁ_gc&f7ag335137( M‘; : Herbergar, TC, Dec, 17,74B(Rh 5TCM 546"
‘Memo. 1980-44. 0 oy Novatpey TC Dec J.IZZS(I:&.

A% nklier,-H.

Hilton, TC, Der. 36, 962, 74 TC 305

Karme 'rc Dec.~36 843 73TC1163) .

Evangdtsh TC, Dec. 35, ,958, 71 YC 105

Yougng, 'ic 4Del: as 921(M).r37 TCM 131, 7C-

1978-

Miller, TC, Dec. 34.599 EBYC 767
LIR-1229

Rev. Rul. 84-5

Rev. Rul.-78-29 . -

Rev. Rul.77-1 10 B

® TC—Pec: 33, 359:° 54 1C-252 ~r

,620.28,
SN T I Rt

o.'19
Franklln Herbnrku
3 - BTA—-,D::. 9975
b wibedk '-TC DS M:,

Bowdén, 7C, Dec.Sl JAA5{MY. 725CM A242208 o4 e es“ b
& 'ﬁem%él%g& 060030043, 58 7 apklin, James 1.
ubin, ec. “fapldin, . H N
1585-484 5 2y *“RC-Ala—84:1 (] 1‘9 129
Peek. TC, o 44.553(»:). :

1988-135- ...,,
Smith,2r,, TC, !)ec.
Memo 1985-5 T

- 31
34(M), 50 TCM 173 TC Me

ranklin Coal Mining Ca. ( T rlkﬂn Llfe Assura kp Ca., Benhn.u'
DC-Ala~—1933 CCH V916.) L ! _1932 s ® BTA-Dec. 12 , 4447 BTAGIG 2

K necott Capper.Carp., —CkCls 5-2 usrc I'947 - Union Mutual Ins! Co. o ‘"de e, C

I\CtCls 580, 347 F2d 275 USTC Y9104, 386 de 974. W
Frankh oal Mining Co. (1925)_ Unign Mutual'ln, C8. of Pr TERg!
@ ‘DC-AlR:=-1033 CCH 19165: Oct. T 28,128, 45 TC 842 )
LS. Gyps co., nq-m 62-1us7¢ § Pacific Northwest Findice Corp.. TC
‘FSupp 744 " TCq

Franklin Cnuntynaank
® DC-Tenn—8
~® DC-Tenn-—82-
Franulin Caunty Dist
: Co.. tnc., K.) .
CA-6—(affg BTA), 42

anklln Llie Inspyrince Co. (Seé Ball, Loma
Franklin Litelne Co: (See Unlon Llie ins. Co.
- -Perkm ynnw.) -
ankli 10 lnsuram:a Co. (See Cnlldress

25de.3 0

S TN
Hlnt lery’€a. g L2 -25,966.67,°26, 0,.26. ,4 , 26
*"1-5', 11:'3;2' Dﬁg ey °',CA6 4z Lt - 26,233.68, 42,288.21 . 3
K pflicky Color & Chemical Ca) lnc., = SCt——_C_ert. denied,’'39
"USTC 19145, 87 FSupp 618 .- - - A

Lehigh’ ley Railfgad Co., TC, ped 17
977 y

® BTA—De 11 200:_42 BTA 7

S ey ing K. S
Cannon Valley mg Co., Dec. 1
BTA 63 -y IS
ankiin County Trea: o (See Wiley, Vi

Fi klin. Daniel 1,215 o
R, 551G.23: <t T Y
289(M)

o
YN

p., CA 2
af bfé‘"'

F2d'2507: e T e
Mortgan Guarlnty

19753, 585F2d 9
Union Mutial L

57?‘ F2d 382

erican tife an
usrcYaBGS' 533 F2d! 104
Federal Ei(e Ins Co., CA

D.
NY; B9-2, 5.?&'77 2y 780

Nardlm DC- 88—1 US‘TC 1’919 6 ? 389 “Nor
Kaun, Dc-Ws, -1 USTC 1{9305’"-"' 72
- Douzhty DC-Michy,96-2 S0
Franklm. Dewey L_ . d

@ DC-Va--gp:2 USTEN
Frankhn,’Ed-ard 7

{(2F2d Y.
5 s = Standard Lif \&
”141 52006,\ 1‘5 Q.97

19811, 5257 d786 3
41,600,199~ =gl Great Commonwe 1th-1 Lnfe Ins Co
o BTA~—}>& 117139' 23 B e ¥9305,491 Fad- 9
Frankli; lend. .. ..., _ .. .-.- 132 Western & Soithern
&;ﬁg-gec 15;079(M); s-rc A | ¥9417,460 Fod g
Franklin Federal Sayiqgs and Loatsas. Western Nat'l Liféin
..... R DL Q'

.139,06 ENF0-2 ustc 19625, 432 FZd‘2
C-Pa—56-1usTe 19495140 F 28 rson Standard Cife’ lns.
Ta, 1 usTC ¥ 9425 3 78 408 | F2d 84 s "'
Grocers Wholésale' Cobperative, Ine:, D
uste 19234, 251 FSupp 751
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{5 Important to rememoer ma/aaaa ) M1A33 A BIIN IR Y e e s -
iges and asset-based sales€harges hve the same purpose as the front-end sales
rge on sales of Class A&ﬁ;res o com}aensare the Distributor for concessions and.
es it pays to dearers and financial i 'm“‘s‘;:ns fot sglling shares. The Distributor
Wi

1R t’c')mpensatlon from its o h€sourgedro secuyicies dealers
shareg

s ¢F (ife Fun?bwned by
cugfomers 4
SAVYAR] ‘-fﬂs ; -

‘VVH
LY

fies. that apply to pur- -
el gment plan arrange-

HOW CAN YOU B UIY CLASEA S HARES" Class A shares are sold at their offerlng

rice, which is n ly rier asset value pl iial ch OWever, in some cases,
described belaw, purchasgs are not sub;ect to an initial sales charge, and the offering price
will be the ner asset valué%ln other cases, reduced sales charges may be available, as
described below or in the ﬁtatement of Additional information. Out ‘of the amount you
invest, the Fund receives- the net asset value to invest for your account.

The sales charge varies Bependmg on the amount of your purchase. A portion of the
sales charge may be reralnedby the Distributor or allocated to your dealer as a concession.
The Distriburtor reserves the ngbt to reallow the entire cancession ta dealers. The current
sales charge rates and concessto“ns paid to dealers and brokers are as follows:

. "§500100 Or riore butléss thign $1-millien .

Can You Reduce Class A Sales Charges? You may be eligible tomﬁss A shares ac
reduced sales charge rates under the Fund's “Right of Accumulation” or a Letter of Intent,
as described in "Reduced Sales Charges” in the Statement of Additional Information,

R

WeEre permitrea o PUILHASE 3ucrs e peems
retirement accounts”). Rerirement plans are not permu:ted to make initial purchases

of Class A shares subject to a contingent deferred sales charge. The Distributor pays
dealers of record concessions in an amount equal to 1.0% of purchases of $1 million
or more other than by grandfathered retirement accounts. For grandfathered retire-
ment accounts, the concession is 0.75% of the first $2.5 million of purchases plus
0.25% of purchases in excess of $2.5 millian. In either case, the concession will nor be
paid on purchases of shares by exchange or thar were previously subject to a front-
end sales charge and dealer concession. :
If you redeem any of those shares within an 18-month “holding period” measured
from the beginning of the calendar month of their purchase, a contingent deferred
salés charge (called the “Class A contingent deferred sales charge”) may be deducted
from the redemption proceeds. That sales charge will be equal to 10% of the fesser of:
@®1he aggregate nec asset value of the redeemed shares at the time of redernption (exclud-
ing shares purchased by reinvestment of dividends or capital gain distributions) or
@:he original net asset value of the redeemed shares.

The Class A contingent deferred sales charge will not exceed the aggregate amount of
the concessions the Distributor paid to yaur dealer on all purchases of Class A shares
of all Oppenheimer funds you made that were sub;ecg to the Class A contingent
deferred sales charge.
hases by Certain Reljf ment Plans. There,;( no initial sales charge on purch/ses of
Class A shares of any one otgore Oppephelmer funds by ragirement plans that have
X0 million or grore in plan ass and-that have entered into 2gpecial agréement
witk the Diseributor and by retirenyeht plans which are part of a fegirepent plan
Prpatce or’ pheform offered by ¢ banks, broker-dealers, finandél advisors, insur-

._ or recgrdkeepérs which'have entered into a :;gal zgreement wich

bd’ tor currently o dealer of recq conceSslons in an

Pu

within six years fro it
deferred _;ales charg
gent deferred sales ghazg

pa| 1o compensate the Distributor for its expenses of prov1d-
cjfired services toNhe fund in cannection with the sale of Class B shares.

R MIDCAP FUND 1
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Fraud: "An intentional perversion of the truth for the
purpose of inducing another in reliance upon it to part
with some valuable thing belonging to him or to
surrender a legal right; a false representation of a matter
of fact, whether by words or by conduct, by false or
misleading allegations, or by concealment of that which
should have been disclosed, which deceives and is

intended to deceive another so that he shall act upon it
to his legal injury."”

Black's Law Dictionary i
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[118] In Higgins, 2001 ND 149, § 22, 632 N.W.2d 463, we quoted Black's
Law Dictionary 264 (6th ed. 1990) in defining collgs&on as "[a]n
agreement between two or more persons to defraud a person of his
rights by the forms of law, or to obtam an object forbidden by law.™
Collusion has also been defined as "a secret arrangement between two
or more persons, whose interests are apparently conflicting, to make
use of the forms and proceedings of law in order to defraud a third
person, or to obtain that which justice would not give them." Span, Inc.

v. Associated Int'l Ins. Co., 277 Cal Rptr. 828, 838-40 (Cal Ct. App.
1991) (citation omitted).

[Y9] Collusion has been described as "the equivalent of conspiracy."
Runyan v. Farmers' Bank, 230 N.W. 418, 421 (lowa 1930). Proof of an
actual agreement is not necessary, and it is sufficient to show that the
parties, with knowledge that concerted action was contemplated and
invited, gave their adherence to and participated in the collusive -
scheme. See First City Nat'l Bank v. Brazosport Towing Co., 585 F.
Supp. 115, 117 (S.D. Tex. 1984). Compare State v. Gonzalez, - 2000 ND
32, Y117, 606 N.W.2d 873 (stating an agreement to commit a conspiracy
need not be explicit but may be implicit in the fact of collaboration or
existence of other circumstances). Collusion does not require fraudulen

~ conduct. See Dynamic Marine Consortium, S.A. v. LATINI, MV, 179

F.3d 278, 280 (5th Cir. 1999); Estate of Farish v. United States, 233 F.
Supp. 220, 228 (S.D. Tex. 1964).

[1110] What constitutes collusion will differ with each fact situation. Span,
Inc., 277 Cal. Rptr. at 840. The burden of proof on the issue of collusion
rests with the party asserting that collusion has occurred. Estate of
Farish, 233 F. Supp. at 228. Whether collusion has occurred is a finding
of fact which this Court will not reverse on appeal unless it is clearly
erroneous. Black v. Peterson, 442 N.W.2d 426, 430 (N.D. 1883). A
finding of fact is clearly erroneous if it is induced by an erroneous view of
the law, if there is no evidence to support it, or if, after reviewing all the
evidence, we are left with a definite and firm conviction a mistake has
been made. Moen v. Thomas, 2001 ND 95, § 19, 627 N.W.2d 148.
Because a state of mind is rarely proven directly and must usually be
inferred from conduct and circumstances, evidentiary conflicts and
factual questions about state of mind are properly for the trier of fact to

decide and are not appropriate for appellate second guessing. See State
v. Franck, 488 N.W.2d 108, 111 (N.D. 1993).
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Overthrow of government. See Sedition.

Seditions conspiracy. See Sedition.

Conspiracy in restraint of trade. Term which describes all forms of illegal
agreements such as boycotts, price fixing, etc., which have as their object

interference with free flow of commerce and trade. See Antitrust acts; Clayton
Act; Sherman Antitrust Act.

Conspirators. Persons partaking in conspiracy. See Conspiracy.

Conspire. To engage in conspiracy. Term carries with it the idea of agreement,
concurrence and combination, and hence is inapplicable to a single person or

thing, and one cannot agree or conspire with another who does not agree or
conspire with him. See Conspiracy.

SOURCE: Black's Law Dictionary, Sixth Edition
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Legal definition of Conspiracy

Conspiracy. A combination or confederacy between two or more persons

formed for the purpose of committing, by their joint efforts, some unlawful or
criminal act, or some act which is lawful in itself, but becomes unlawful when
done by the concerted action of the conspirators, or for the purpose of using
criminal or unlawful means to the commission of an act not in itself uniawful.

A person is guilty of conspiracy with anather person or persons to commit a
crime if with the purpose of promoting or facilitating its commission he: {a)
agrees with such other person or persons that they or one or more of them will
engage in conduct which constitutes such crime or an attempt or solicitation to
commit such crime; or (b) agrees to aid such other person or persons in the

planning or commission of such crime or of an attempt or solicitation to commit
such crime. Model Penal Code, § 5.03.

Crime of conspiracy is distinct from the crime contemplated by the conspiracy
(target crime), Corn. v. Dyer, 243 Mass. 472, 509, 138 N.E. 296, 314, cert. denied,
262 U.S. 751, 43 S.Ct. 700, 67 L.Ed. 1214. Some jurisdictions do not require an

overt act as an element of the crime, e.g. Corn. v. Harris, 232 Mass. 588, 122 N.E.
749,

A conspiracy may be a continuing one; actors may drop out, and others drop in;
il the details of operation may change from time to time; the members need not

know each other or the part played by others; a member need not know all the

details of the plan or the operations; he must, however, know the purpose of the

conspiracy and agree to become a party to a plan to effectuate that purpose.
Craigv. U. S, C.C.A.Cal, 81 F.2d 816, 822.

There are a number of federal statutes prohibiting specific types of conspiracy.
See, eg., 18 U.S.C.A. 0 371. See also Chain conspiracy; Co-conspirator's rule;

Combination in restraint of trade; Confederacy; Seditious conspiracy; Wharton
Rule.

Chain conspiracy. Such conspiracy is characterized by different activities carried
on with same subject of conspiracy in chain-like manner that each conspirator in
chain-like manner performs a separate function which serves in the

accomplishment of the overall conspiracy. Bolden v. State, 44 Md.App. 643, 410
A.2d 1085, 1091.

Civil conspiracy. The essence of a "civil conspiracy” is a concert or combination

to defraud or cause other injury to person or property, which resuits in damage to
the person or property of plaintiff. See atso Civil conspiracy.

.
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Best wishes for the New Year For more account information

“»m Call your financial adviser
‘@ Automated information and services
Website — americanfunds.com
Amenican FundslLine ® — 800/325-3580
m Personal assistance — 8 a.m. - 8 p.m. Eastem fime M-F
Shareholder Services — 800/421-0180

This statement shows all account activity for 2002, so please keep it for
yoortax records. Let our website help make this tax season a litle

easier. Go fo the Tax Center at americanivnds_com for yowr tax-telated
needs: seven years of account history, duplicate statements and tax forms,
average cost information, our interactive Tax Guide, and more.

Sammary o
Fund Account Type of Shares held Sh/ampnce Account valu
_ number - nomber fund as of 12/37 / fasof 1231 as of 12/2
Fundamental lnvestu’rs-A . 1w ‘mwth & income 622 548 \}/ $13,839.0
to—datc dnmdcnds and capital gains
Amd " Account Short-term Long-ten
v number number Dividends capital gains capital geir.
Fundamental Investors-A o1 ' $297.40 $0.00 0.0
American Funds is required to provide the value of yourl)?A to the Internal
“Revenue Service.
Transactmns
Fundamental Investors - Class A Pothosds Fl i0d
Fund number 10 e '7/ S L e O
Account number 63142769 7 S
Dividends and capital gains reinvested ’ .
i Ad al i Shares this-
F%KJ Trade date Description \ABs  poltar amount Share price transaction Share balanc
010102 Beginning share balance i . : ) 542.081
02/2202  Income Dividend 0.10 $54.21 ﬁk $26.38 2.055 544.13
;&g 0471102 . 2001 Contribution, X J L% $2,000.00% A $29.17 4 27,08 168, sm%g_'mf:g_elz.ﬁa_,
=gErSRE=——tcore-Diidend 010 w 155G 17T, s27.e2 % 2.218 '\ - 614.91
08/16/02 Income Dmdend 0.10 ’ $61.49 2 $23.31 2.638 617.55
12713102 Income Dividend 0.10 $61.76 & $22.14 2.790 620.34
12/13/02 Special Dividend 0.095 $58.67 ¥ $22.14 2.650 622.99
12720/02 2003 Annual Fee ~$10.00 o . $22.38 -0.447 F,L 622.54
. 123102 Ending share balance ’ ! J £ 622.54
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